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The CPA's Responsibility in Tax Practice
by THOMAS J . GRAVES

Partner, Executive Office
Presented in introducing panel discussion at the 76th
Annual Meeting of the American Institute of Certified Public Accountants, Minneapolis—October 1963

OUR recent attention to questions of "good tax practice" and responsibilities in tax practice may have left the impression that we
believe our standards of responsibility are inadequate. Any such conclusion would certainly be far from correct.
Our deliberations on our role in tax practice may have been too
informal in the past, and we may have failed to articulate our understanding of the proper courses of action in some of the difficult questions we face from time to time, but we need feel no urge to apologize
for the manner in which members of the profession have done their
work. When confronted with problems of distinguishing between
our responsibility to serve our clients well and our obligation to deal
fairly with the Government, we usually have found satisfactory answers in our Code of Professional Ethics—with its emphasis on
integrity and high standards of personal conduct—and in the rules
of conduct set forth in Circular 230, the rules of practice before the
Treasury Department. The fact that these inquiries were individual
and personal, rather than organized and formal, has not prevented
members of our profession from conducting themselves in the tax
field in a manner that has commanded the respect of both the business public and public officials.
Thus, our present examination of our responsibilities should be
seen in its proper perspective as what it really is—an attempt to
express formally the standards that have come to be recognized and
thus to gain a more uniform understanding of them throughout the
profession.
HISTORICAL BACKGROUND

Actually, formal consideration within the profession of the
responsibilities of the tax practitioner is not new.
Serious discussions of the functions of CPAs in tax practice,
apart from the standards of conduct expected of CPAs generally,
can be traced to the middle 1950s when the late Marquis G. Eaton,
then president of the Institute, appointed a Committee on Tax
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Accounting Practice. The committee undertook as one of its basic
objectives:
To explore the possibility of devising standards of conduct for
certified public accountants in tax practice which would serve
as guides to members of the profession and as a protection to
those who followed such standards against unjust charges of
misconduct.
The Committee on Tax Accounting Practice was the forerunner
of others, with names that changed through the years, which finally,
in 1962, became the Subcommittee on Responsibilities in Tax Practice
of the Committee on Federal Taxation. The original objective of the
Committee on Tax Accounting Practice is reflected in the objectives
of the recently inaugurated program for the issuance of Statements
on Responsibilities in Tax Practice, introduced in September of
this year.
NEED FOR SPECIFIC ATTENTION

There will be many within the profession who will question the
necessity for our establishing self-imposed interpretations—and rules,
in a practice area which is controlled generally by Government authority and in which we have established a good record of performance.
Although we may not be prepared to admit that our performance
has been inadequate, it does seem that the rules under which we
operate could be improved. There certainly could be an improvement in the general recognition of their implications.
Circular 230 itself, although long, and full of strictures on disreputable conduct, is not as clear at is might be. For example, while
an enrolled practitioner is warned not to prepare a false return, little
guidance is offered on just what makes a return false.
These weaknesses have been remedied in the past by the general
acceptance among responsible practitioners of unwritten standards
of performance, stemming in part from their desire to maintain high
standards of professional conduct. This has worked well, but it is
not completely satisfactory. In a given situation it leaves too much
room for subjective analysis and frequently results in there being
more than one view on a particular question of procedure.
In addition, it seems time to give attention to the view of some
that we should go beyond the formal requirements and establish
standards of inquiry, performance, and disclosure for the conduct
of our work that will assure a quality of effort intended to serve
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our clients best and at the same time discharge our obligations to
the Government authorities.
The subcommittee on responsibilities in tax practice would not
have been able to move so fast toward the development of a procedure for issuing Statements if it were not for the work done by its
predecessors. On July 19, 1962, John L . Carey, the Institute's Executive Director, working with the Committee on Ethics of Tax
Practice, inaugurated what was called a "good tax practice" program
by sending to the various state CPA societies a number of typical
tax return situations intended to form a basis for discussion within
the profession. Each of the participating state societies was asked
to report the results of its consideration of these situations (or problems of practice). Seventeen of them actually did so.
It would not be meaningful to report to you in detail the views
expressed on each of the problems presented. It can be stated, however, and I believe this is significant, that in response to each problem situation the preponderant majority endorsed practices that
would clearly be regarded as highly responsible. In many cases
the views expressed concerning proper practice went far beyond
what might be regarded as minimum legal requirements. For example, all of the reporting groups believed that all of the questions on
a tax return should be completed, even though it might be in the
interests of a client to avoid doing so.
Despite the strong tone of responsibility and integrity evident
in these replies, there were also indications of sufficient absence of
agreement to suggest that formal statements and interpretations
might be useful. For one thing, there were enough minority views
expressed at the meetings of the state society groups to suggest
that a few of their members did not hold to the preponderant view.
For example, in one state society, eleven out of 63 participating
members expressed the view that a CPA could prepare a tax return
and deliver it to his client without signing it, even though he disagreed with the client on the treatment of specific items on the return.
Perhaps more important is that within the general agreement of the
majority, there were several instances in which there was lack of
agreement on procedure, or on the extent to which a particular position should be carried. Thus, it would seem that further examination of these questions would have the advantages for the profession
of avoiding separate personal consideration of them each time
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they arise, and of obtaining a greater uniformity of view on the
course of action that should be taken.
Any misunderstanding that may exist within the profession is
minor in comparison with the confusion of others concerning the
extent of our responsibilities and our recognition of them. The public
may have no real understanding of just what we do or what we warrant when we prepare a tax return. Some seem to believe that we
verify all data entering into the preparation of a return. There may
be others who believe our principal purpose is to assist them in advancing their selfish motives. While this group may use as its principal
source of information the exaggerated stories told glibly by some
of the more relaxed participants in the cocktail and ladies, luncheon
circuits, the prevalence of this sort of misinformation must be viewed
by us as somewhat disquieting.
Perhaps the public, more than any other group, needs to know
just what is proper. Perhaps it needs to know even more that the
neighbors are not doing something that others are prevented from
doing.
While none of us may want to be moralists, it may actually
help us in some cases to have authoritative statements available about
just what responsibilities we assume. Despite the attention given
to this subject in Treasury Department circles in the last few years,
the Treasury too may know less than it should of what can be
expected from us.
PROGRAM OF STATEMENTS

These are some of the considerations that led the sub-committee
on responsibilities in tax practice to recommend the program of
formal Statements adopted by the Committee on Federal Taxation
this year and approved by the Institute's Executive Committee on
July 11. The inception of the program was announced by President
Witschey on August 31 and was described in an article in the September issue of the CPA.
The program contemplates the publication of a numbered series
of Statements on Responsibilities in Tax Practice. The Statements
will be designed to constitute eventually a body of opinion of what
are good standards, delineating the extent of a CPA's responsibility.
Each statement will deal with a particular problem. In addition
to reflecting the legal requirements of the tax authority, they will
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state the Committee's views of what it considers to be the minimum
standards of responsibility in tax practice. It is intended, at least
initially, that this will be a reflection of accepted practice, as understood by the Committee, rather than an expression of standards
that go far beyond what anyone is really doing.
These Statements are intended to be statements by CPAs provided to guide their fellows within the general precepts of the Institute's Code of Professional Ethics. There should be no occasion for
conflict with that Code, since the Statements will merely explain how
the practitioner is expected to perform in a given situation.
The principal objectives of the program are:
To identify and develop minimum standards of responsibilities
in tax practice, and to encourage and promote their uniform
application by CPAs.
To protect CPAs against charges of misconduct resulting from
misunderstanding regarding the extent of the CPA's responsibility.
To encourage the development of increased understanding of the
responsibilities of the CPA by the Internal Revenue Service.
To foster increased public integrity, and confidence in the tax
system, through awareness of self-imposed standards of conduct
accepted by CPAs.
The procedures for developing and issuing the statements provide extensive safeguards against premature or ill-conceived actions.
After several stages of review within the Tax Committee itself, exposure drafts will be submitted for comment to members of the Institute's
Executive Committee, state society presidents and committees on
federal taxation, the Institute's legal counsel, and the Chairman of
the Committee on Professional Ethics. At the same time, information
about developing statements will be published in The Journal of Accountancy and The CPA. Before any statement may be published, it
must receive a two-thirds affirmative vote of the members of the
Committee on Federal Taxation.
Since these statements will be expressions of the views of the
members of the Tax Committee, they will have no initial binding
effect. In fact, their first impact will probably be an educational
one of raising the level of understanding of the responsibilities we
assume in tax practice. It should be recognized, however, that the
articulation in these Statements of minimum standards may make
them useful to the Treasury's Director of Practice in any disciplinary
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action he may wish to take against CPAs enrolled with the Department. It should be emphasized that we do not intend the Statements to have a retroactive effect and we will urge the Director of
Practice to proceed accordingly.
PURPOSE OF PANEL DISCUSSION

The fact that I have taken this occasion to give you a brief
description of this new program should not be taken to mean that
this panel is appearing for the purpose of endorsing it. Members of
the panel are not here as spokesmen of the Federal Taxation Committee. In fact, after you have heard us disagree on some of the
questions we plan to discuss, I am sure you will see that we are
not even in a position to predict what agreements the tax committee
will reach, or whether it will reach any agreement at all.
What we are seeking today is to provide a forum for an exchange
of views among informed members of the profession on its obligations in the preparation of returns and in its tax practice generally.
There have been a number of discussions of these questions at tax
institutes throughout the country, but usually they have involved
exchanges between practitioners, both lawyers and CPAs, and representatives of the Internal Revenue Service. We intend this meeting
today to provide an opportunity for a discussion within the family of
some of the problems that intrigue and trouble us.
At the same time, our discussion should provide you with background for the forthcoming issuance of the Statements on Responsibilities. We shall not express our composite views today on whether
statements are needed in any given situation. In fact, we intend to
leave to you the drawing of any conclusions that may seem warranted.
Our purpose, then, is one of illustration, rather than solution, of these
problems.
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